The Budget Review and Recommendation Report of the Portfolio Committee on Trade and Industry for 2009/10 financial year, dated 16 November 2010.

The Portfolio Committee on Trade and Industry, having assessed the service delivery performance of the Department of Trade and Industry, reports as follows: 

1. Introduction

The outputs and outcomes of DTI arising from its budget and strategic objectives informed by the policies of a developmental state challenged by the international global economic crisis are generally successful. The DTI is charting a courageous path in dealing with the complex and critical challenges as it re-industrializes South Africa through manufacturing, underpinned by strategic trade to create sustainable decent work in ensuring an equitable economy.  

Portfolio Committees exercise oversight over their respective departments and agencies in line with their Constitutional mandate set out in section 55(2) of the Constitution (Act No 108 of 1996) and section 27(4) of the Public Finance Management Act (Act No 1 of 1999). The reconfiguration of the cabinet in 2009 led to the establishment of the Economic Development Department (EDD) to reflect government’s policy priorities. As a consequence, a number of changes took place in respect of entity shifts from DTI to EDD which should be taken into account when reading the Committee’s Budget Review and Recommendation Report (BRRR).

1.1 Economic Context

This has been considered within the broad framework of the New Economic Growth path reflected upon both by the Minister of Economic development and the Minister of Finance. For the previous financial year, the DTI took cognisance of the prevailing economic conditions, both globally and locally. These included the impact of the global economic crisis and South Africa’s slow recovery from its resultant recession.  As a result, the DTI had to address the constraints that might have delayed the economic recovery and restrained economic growth to ensure that its strategic priorities of employment creation and economic sustainability were realised. 

The global economic meltdown adversely affected key sectors, such as the manufacturing, construction, mining, trade, finance and insurance sectors, with a combined total of 308 600 job losses recorded
 in these sectors. In his 2009 State of the Nation Address, President Zuma recognised that a revised industrial policy could be the catalyst that would set the country on a new path of industrialisation. The revised Industrial Policy Action Plan (IPAP2) along with its building blocks – the National Industrial Policy Framework (NIPF) and IPAP1 – reflects government’s objectives of stimulating long-term industrialisation and industrial diversification beyond the current reliance on commodities and non-tradable services
.  

The rationale behind IPAP2 is the promotion/expansion of the productive sectors of the economy, particularly those with high employment and/or economic growth potential that can promote beneficiation of raw minerals, for example iron ore into steel grades that can be used more widely in South Africa but also exported at higher value. Manufacturing has been sued by DTI to drive employment creation however increased Development Finance should be made more easily accessible. 

1.2 Purpose

The Budget Review and Recommendation Report (BRRR) evaluates the performance of the of the DTI for 2009/10 as well as to provide an assessment of the first six months of the 2010/11 allocation within the context of three-year Medium Term Expenditure Framework. The report considered the previous two years budget, the performance as reflected in the Annual Report 2009-2010 and the expenditure trends as published by National Treasury in its section 32 report in terms of the Public Finance Management Act (PFMA). In developing the recommendations for the DTI’s BRRR, the Portfolio Committee is informed by the macro-economic, fiscal and public expenditure considerations proposed in the Medium Term Budget Policy Statement (MTBPS) as a way forward for the resourcing of service delivery and policy implementation over the next three years. The overarching purpose of the BRRR is that the Committee may include recommendations on the forward use of resources to address the implementation of policy priorities and services as these may require additional, reduced or re-configured resources for the Department.

The Committee’s report analyses the service delivery performance of the Department for the period under review, and assesses the efficiency and the effectiveness of the Department’s use and forward allocation of available resources. However, there are limitations to its analysis based on limited access to non-financial performance information for the current year. Below follows the comments, conclusion and recommendations of the Committee reflecting its position within this changing environment. 
2. Strategic objectives of the Department of Trade and Industry 

The 2009-2012 Medium Strategic Framework outlined the strategic objectives which include
: 

· Promoting the co-ordinated and accelerated implementation of the government’s economic vision and priorities;

· Promoting direct investment and growth in the industrial and services economy, with particular focus on employment creation;

· Raising the level of exports and promoting equitable global trade;

· Promoting broader participation, equity and redress in the economy; and

· Contributing to Africa’s development and regional integration within the New Partnership for Africa’s Development (NEPAD).

The strategic objectives of the DTI were underpinned by the President’s June 2009 State of the Nation Address, which raised a number of issues, namely:

· Industrial development focusing on the automobile, chemicals, metal fabrication, tourism, and clothing and textiles sectors, as well as forestry. Furthermore, additional attention will also be paid to services, light manufacturing and construction amongst others, in the quest to create decent jobs. 

· Broadening participation of historically disadvantaged groups and rural areas in the economy through for instance co-operatives.

· Increasing trade, investments and exports through regional integration with the Southern African Development Community (SADC) and the Southern African Customs Union (SACU).

3. Policy context for the period under review

During the briefing on the 2009/10 Medium Term Strategic Framework, the Minister outlined the key challenges and constraints that faced the DTI relating to industrial development, trade policy and relations, as well as regional integration. The challenges faced by the Department during the period under review should be viewed against the backdrop of the global economic crisis.
In this regard, the “Framework for South Africa’s Response to the International Economic Crisis” had been developed by government and its social partners to minimise the impact of the global economic downturn on the poor. It outlined Government’s urgent interventions to protect South Africa against the full impact of the international economic crisis. The Framework required the DTI to work closely with other institutions that would be able to provide the necessary support for industrial and trade policy to facilitate the rebuilding of local industrial capacity, prevent deindustrialisation, and lay the foundation for a higher growth rate, job creation and poverty eradication.  
Key sectors identified by President Zuma in his 2009 State of the Nation Address included areas indentified by the DTI as requiring urgent attention to arrest the decline and retain skills and jobs. These sectors included the automotive industry, chemicals, metal fabrication, tourism, and clothing and textile sectors, as well as the forestry sector. The Minister was of the view that this response would lay the foundation for longer-term sustainable development within some of these vulnerable industries.

Notable achievements were the establishment of the Automotive Industry Programme (AIP), as well as the design of new programmes for the clothing and textile industry.
In his 2010 State of the Nation Address, President Zuma raised the following actions or priorities relating to the activities of the DTI against the backdrop of a slowly recovering economy, namely:

· Building stronger industries such as the green industry and increasingly focus on labour absorbing industries through the revised Industrial Policy Action Plan (IPAP2).

· Intensifying efforts to promote the interests of South Africa globally.

· Continuing to support and speed up the political and economic integration of the Southern Africa Development Community (SADC) region, and promote intra-regional trade and investment.

· Revitalising the New Partnership for Africa’s Development (NEPAD) as a strategy for economic development on the continent.

· Continuing support to distressed companies through the R6 billion that has been dedicated by the Industrial Development Corporation (IDC).

Due to the introduction of the Economic Development Department, six of the DTI’s entities were relocated to it as of April 2010 leading to a slight adjustment of its oversight responsibilities. These were the IDC, Khula Enterprise Finance, South African Micro-Finance Apex Fund (SAMAF) and International Trade Administration Centre (ITAC), as well as the Competition Commission and Competition Tribunal. However, the Minister assured the Committee that the DTI would maintain walk-in rights to these entities, as they continued to affect the DTI’s strategic priorities and play critical roles in developing the economy.
4. Department of Trade and Industry’s 2009/10 Annual Report

The Minister of Trade and Industry, Dr R Davies, highlighted a number of improvements and challenges faced by the DTI in addressing the constraints with respect to economic growth. He pointed out that there had been an incremental improvement in staff turnover and a significant reduction in the turnaround time on incentives which the portfolio committee had underlined during both its oversight visit to Atlantis and engagement with entities falling under DTI.  The Committee welcomed the confirmation on the tabling of the six month IPAP2 impact report in 2011 as well as the progress on the new procurement framework with respect to small, medium and micro enterprises (SMMEs) which now only requires Cabinet’s approval. The Committee raised its concern on the delay in tabling the Gambling Commission’s report would is now expected to be tabled in Parliament shortly. A strategy supporting co-operatives has been submitted to Cabinet for approval.  Progress was noted on the passage of the Trade Policy and Strategy Framework which had been submitted for Cabinet approval and the review of the Bilateral Investment Treaty which had been completed and would be submitted to Cabinet during the 2010/11 financial year.
The Minister also reported on a number of other exchange and trade issues key among them were the:

· Global discussion on the impact of the Exchange Rate (ER), specifically an over valued ER, on global recovery is underway.

· Deepening and strengthening trade relations with the BRIC countries
 would enhance trade relations with the South.

· Work towards a final agreement with regard to the European Union-SADC Economic Partnership Agreement (EPA) is underway.

· Progress with regard to the completion of the World Trade Organisation (WTO) Doha Development Round of negotiations would be dependent on the outcome of US elections.

The Director-General, Mr T Matona, briefed the Committee on the 2009/10 Annual Report and he alluded to the fact that during the period under review the DTI had to address the constraints impeding economic growth. Mr Matona highlighted the fact that growth experienced since 1994 was commodity driven and had not significantly reduced unemployment. The growth experience had not been driven by the productive sectors of the economy which highlighted the structural deficiencies facing our economy. The global economic downturn reversed the growth experienced prior to 2008 with a rate of 1.8% recorded for 2009. According to Mr Matona, this trend of low growth was reversed with 3.2% in the fourth quarter of 2009, and 4.6% and 3.2% recorded in the first and second quarter of 2010 respectively. This recovery was led by the primary sector. 

The Committee noted that the strategic objectives of DTI could be distilled into five strategic priorities: 1. industrial development; 2. strategic trade, productive investments exports and the development of the domestic market; 3. broadening participation; 4. regulation; and 5. administration and coordination. This together with the Committee’s analysis during its oversight and within the government’s policy priorities informed its deliberations regarding the required budget recommendations.

4.1 Industrial Development 

The tabling of the IPAP2 was highlighted by the DTI as their main achievement for the 2009/10. The key objective of IPAP2 is the promotion/expansion of the productive sectors of the economy, particularly those with high employment and/or economic growth potential that could promote the local manufacturing of value-added products for both domestic and export markets. Key priority sectors were identified that would be the catalyst for development. These interventions were through the Framework to South Africa’s response to the International Economic Crisis; the National Industrial Participation Programme (NIPP); and Customised Sector Programmes.

In its engagement with the Committee on its 2009/10 MTEF Strategic Plan, the Department confirmed that the development and up-scaling of the Industrial Policy Action Plan to improve economic diversification, stimulate economic growth, encourage investment and promote job creation would be finalised before the end of the next financial year. The focus was on implementing the necessary interventions that would affect key structural changes along with additional interventions that would produce quick gains. Furthermore, in response to the global economic crisis, the DTI would attempt to capacitate the local industrial sector to avoid de-industrialisation
. Improvement in the competitiveness and performance of key local industries would be critical for success of IPAP2.  

The Committee welcomed the finalisation and publication of a three year IPAP2, which promotes long-term industrialisation and diversification away from the overreliance on the primary sector
. However, the structural adjustment required for the expansion of production in the value-added sectors with high employment and growth multipliers were necessary
. 

The Minister informed the Committee that the Automotive Investment Scheme (AIS) has been finalised with a number of significant investments, mainly in the automotive sector secured. Investment to the value of R2.77 billion has been made by BMW, Additional investment has also been secured from component producers after the T6 Puma expansion programme was launched by Ford in 2008/9
. General Motors (GM) under the APDP increased volumes with VWSA under the AIP increased employment and its local content. 

The coordination of DTI’s contribution to the response to the economic crisis was the responsibility of the Industrial Development Division. R6.2 billion rand was set aside by the IDC to assist companies in distress in key targeted sectors. As the IDC was transferred to the EDD, no information was available with respect to the success or failure rate of these interventions. The rationale behind the R2.5 billion “worker layoff training scheme” was to promote job retention and retraining of workers during this crisis. In his response, the Minister indicated that the biggest amount of training lay-offs were taken up by BMW but a full report would only be available at a later stage. The Annual Report does not reflect or indicate the number of companies that partook in this scheme, and whether the objectives of job retention and retraining were achieved.

In respect of the NIPP, the Committee requested clarity on the disparity between targets and actual performance as outlined in the Annual Report. It is not clear whether the targets for NIPP are cumulative or not. In their response, the DTI indicated that the 65 000 jobs targets were met in 2008, but this included indirect jobs and that only 15 000 direct jobs were created. 

In response to a concern of the Committee with regard to the future funding of the Centurion Aerospace Village, the Minister informed the Committee that earthworks, bulk infrastructure and construction processes could not be launched due to a shortage of funds. The initial phase of this project was funded with donor funds through the Sector-Wide Employment and Equity Programme (SWEEP) which was replaced with another programme. The DTI has allocated additional funds towards the completion of the village and is confident that alternative funding can be sourced.  

4.2 Trade, investment and exports

The DTI reported on the current trade agreements under consideration, especially the impact of trade agreements on regional integration and development. Strengthening and expansion of South-South relations remains a key objective of the DTI.

The Committee commented that the conclusion of the Doha Development Round would be essential for developing countries to emerge as major role-players in the global trade arena. The Committee enquired about the reasons for the delay in concluding the WTO Doha Round negotiations. In his response, the Minister clearly stated that the objective for concluding the Round would be to secure a developmental outcome and the consolidation of South Africa’s position in the Doha Developmental Agenda. Most of the technical work is completed but political will is required to conclude the Round. There is uncertainty about when the Round would be concluded given the number of countries involved and the requirement for consensus on a single undertaking. It is expected that the 2010 deadline will probably not be met. The fact that the world has changed since the mandate was determined in 2001 has dampened enthusiasm regarding the developmental agenda of the Round. The outcome of the 2010 elections in the United States of America would have an impact on the way forward. 

The Committee commented on the strengthening of South-South relations through continued engagement with the BRIC countries. The Minister informed the Committee that the negotiations with India on the Preferential Trade Agreement (PTA) (tariffs) could not be concluded, and that discussions with the People’s Republic of China have restarted on the Partnership for Growth and Development.  The Minister informed the Committee that it is envisaged that a new Comprehensive Strategic Partnership Agreement (CPSA) could be concluded in 2010/11. 

The Committee enquired what South Africa’s objectives would be regarding the outcome of negotiations around the EPA. The Minister responded by alluding to the fact that South Africa does not need to be a part of the EPA process but participates to protect its goal of regional integration and to ensure harmonisation within the region. The interim EPA currently leads to differentiated obligations within the SACU region. South Africa’s continued engagement is to protect SACU and limit any negative impacts that the EPA may impose. South Africa has successfully advocated a common strategy in engaging in the EPA negotiations. 

4.3 Broadening participation

 The DTI informed the Committee that it has finalised a policy proposal for preferential procurement for SMMEs which would be subject to Cabinet approval. The report on the alignment of SMME programmes with provincial economic development departments to ensure accessibility has been completed.

4.4 Regulation

The Director-General informed the Committee of the Bills enacted during the period under review which were the Consumer Protection Act and the Companies Act. The development of regulation for the protection of the World Cup 2010 event and ticket sales was completed. The Director-General also informed the Committee that regulations have been developed that would improve the distribution of the National Lottery Distribution Trust Fund. 

The Committee is concerned, given the problems with respect to CIPRO, that the Companies and Intellectual Property Commission has not been established. The projected implementation date was 1 October 2010, which has been shifted to 1 April 2010 to accommodate technical amendments to the Companies Act, Act 71 of 2008. This delay will affect the commencement of the monitoring and enforcement functions of the Companies Act. The DTI informed the Committee that the establishment of this Commission would be through the Companies Amendment Bill, which was only approved by Cabinet on 29 October 2010 and has since been introduced to Parliament.  

The Committee welcomed the completion of the Gambling Commission’s Report and will engage with the report once it is tabled. In response to the Committee’s enquiry about the publication of the Consumer Protection Act regulations, the DTI informed the Committee that regulations would be published in the second week of November 2010.

4.5 Administration and co-ordination
The Minister highlighted the reduction in the turnover of staff and the vacancy rate. The Director-General informed the Committee that the numerous human resources strategies and plans have been completed and implemented. 
4.6 Findings of the Auditor-General 

The Auditor-General (AG) gave the Department an unqualified audit opinion for the 2009/10 financial year since the financial statements presented fairly, in all material respects, the financial position of the Department as at 31 March 2010. However, the AG in his findings on the usefulness of the planned and reported performance information found that the planned and reported targets are not specific, measurable and time bound. 

 The AG concluded that 24% of the planned and reported targets were not specific in clearly identifying the nature and the required level of performance. Furthermore 34% were not measurable in identifying the required performance and 89% were not time bound in specifying the time period or deadline for delivery.  These were for the programmes in International Trade and Economic Development, Empowerment and Development and Industrial Development. The AG further states that planned and reported measures were not well defined with 40% not, with an unambiguous definition to allow for data to be collected consistently. 

4.7 Financial Statements for 2009/10 
The actual expenditure for the year under review was R6.2 billion compared to R5.1 billion spent in 2008/09. This represented a 23.4 per cent increase in overall expenditure. A further breakdown of the 2009/10 budget and a comparison of actual expenditure for 2008/09 and 2009/10 are shown in Table 1.

The programmes that spent more in the financial year under review compared to their 2008/09 actual expenditure include Administration (20.6%), International Trade and Economic Development (10.1%), Empowerment and Enterprise Development (43%), Consumer and Corporate Regulation (28.8%) and The Enterprise Organisation (39.3%) Divisions, with the exception of the three programmes i.e. Industrial Development (-37%), Trade and Investment South Africa (-3.6%) and the Communications and Marketing (-43%) Divisions.

Most divisions spent either within or close to the 5% acceptable deviation of their budgeted allocations, with the exception of Administration (an under spending of 13.2%) and Communications and Marketing (an under spending of 38.5%).the EDD budget had been accounted for under the Administration Division, while it was being established in 2009//10. Its allocation had been R30 million, of which it had spent R16.6 million or 55 per cent of its budget
. When the under spending by EDD is removed from the Division’s final appropriation, then its under expenditure is reduced to 10.7 per cent. Furthermore, the DTI’s final appropriation was thus R6.72 billion for 2009/10.

Table 1: Appropriation statement for the financial years 2008/09 and 2009/10
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Adjusted 

Appropriation

Final 

Appropriation

Actual Expenditure Actual 

Expenditure

R’000 R’000 R’000 R’000

Administration

497,136 480,232 416,764 345,597 20.6 86.8 13.2

International Trade and Economic Develepment 

191,291 195,591 183,884 167,000 10.1 94.0 6.0

Empowerment and Enterprise Development

1,317,184 1,327,184 1,310,998 916,806 43.0 98.8 1.2

Industrial Development

426,917 427,087 413,060 663,950 -37.8 96.7 3.3

Consumer and Corporate Regulation

248,489 238,865 227,603 176,655 28.8 95.3 4.7

The Enterprise Organisation

3,356,884 3,356,884 3,343,575 2,400,699 39.3 99.6 0.4

Trade and Investment South Africa

294,051 306,109 298,979 310,233 -3.6 97.7 2.3

Communications and Marketing

70,124 70,124 43,092 76,124 -43.4 61.5 38.5

Total

6,402,076 6,402,076 6,237,955 5,057,064

23.4 97.4 2.6

Vote 32: Trade and Industry

Programmes

% change in 

Actual 

Expenditure  

2009/10 & 2008/09

Actual 

Expenditure as a 

% of Final 

Appropriation for 

2009/10

% under 

spending

    2008/09    2009/10


Source: Calculations from the DTI (2010) Annual Report.

In terms of the economic classification of its expenditure, the DTI had achieved savings in respective of its compensation of employees (12%) and goods and services (15.5%). These were effected in the Consumer and Corporate Regulation Division (R9.6 million on compensation to employees and goods and services) and within the Group Systems and Support Services Division (R16.9 million on goods and services). In addition, spending in terms of its payments for capital expenditure was only 60% of its allocated R43 million, while transfers and subsidies were over spent by 1.1%. 

5. Analysis of expenditure reports 

A simple spending trend analysis considers the percentage spent of a department or programme in relation to the number of months and/or quarters that has passed for the financial year under consideration. Therefore, after the first quarter, spending is expected to be 25 per cent versus 50 per cent and 75 per cent at the end of the second and third quarters. However, this assumption does not necessarily factor in more complex and appropriate expenditure patterns based on the nature of the analysed programme or item. 

For example, spending on compensation of permanent employees should be linear following the assumption of the simple spending trend analysis. On the other hand, transfers and subsidies could be made in tranches or as a single down payment, which would not necessarily follow the same simple analysis’ assumption depending on the conditions of payment. This could lead to a distorted or incorrect interpretation of over- or under-expenditure.

In 2010/11, there is little difference between the percentages of expenditure against the estimated budget and the adjusted appropriation, whereas this was more pronounced in the 2009/10 financial year (see Table 2). By the end of September 2010, the DTI had only spent 36.8 per cent of its total adjusted appropriation compared to 47.6 per cent of its 2009/10 adjusted appropriation. This represents a much lower expenditure rate in the current financial year. There appears to be consistently low rates of expenditure in terms of payments for capital assets (23.9 per cent in 2009/10 and 25.5 per cent in 2010/11). 

Table 2: DTI’s Expenditure by Economic Classification as at the end of September for the 2009/10 and 2010/11 Financial Years
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Audited 

outcome

Expenditure 

up to 30 

Sept 2009
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audited 

outcome

% Spent of 

adjusted 

appropriation

Budget 

estimate

Adjusted 

appropriation

Expenditure up 

to 30 Sept 2010

% Spent of 

budget 

estimate

% Spent of 

adjusted 

appropriation

Current payments 1 155 144  952 443  382 631 40.2% 33.1% 1 142 874 1 143 952  449 777 39.4% 39.3%

Transfers and subsidies 5 203 944 5 259 913 2 656 859 50.5% 51.1% 4 992 556 5 032 762 1 823 769 36.5% 36.2%

Payments for capital assets  42 988  25 599  6 108 23.9% 14.2%  14 678  17 494  4 461 30.4% 25.5%

Payment for financial assets   1

Total 6 402 076 6 237 955 3 045 598 48.8% 47.6% 6 150 108 6 194 208 2 278 008 37.0% 36.8%

2009/10

R thousand

2010/11


Source: National Treasury (2009) Adjusted Estimates of National Expenditure; National Treasury (2010) Adjusted Estimates of National Expenditure and National Treasury (2010) Statement of the National Revenue, Expenditure and Borrowing as at 30 September 2010.

Table 3 outlines expenditure per programme as provided by the DTI at the end of July and October 2010. The expected percentage spends at these stages are 33.3% and 58.3% respectively. At the end of July 2010, most programmes have poor spending rates with the exceptions of the Enterprise and Economic Development (43.1%), Industrial Development (36.9%) and Consumer and Corporate Regulation (36%). Of particular concern was the under spending within The Enterprise Organisation, as this has the largest proportion of the DTI’s overall budget and is the key programme that supports national priorities by providing incentive measures that stimulate and facilitate the development of sustainable, competitive enterprises.

Table 3: DTI’s Expenditure per Programme as at the end of July and October 2010
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Revised budget 

2010/11 as at 

July 2010            

Expenditure 

up to 31 July 

2010

% Spent of 

revised 

budget

Revised budget 

2010/11 as at 

October 2010            

Expenditure 

up to 31 

October 2010

% Spent of 

revised 

budget

Administration  444 251  119 982 27.0%  443 251  223 750 50.5%

International Trade & Economic Development  131 138  30 427 23.2%  125 088  58 282 46.6%

Empowerment & Enterprise Development  780 597  336 508 43.1%  796 034  485 102 60.9%

Industrial Development 1 053 114  388 735 36.9% 1 132 961  641 382 56.6%

Consumer & Corporate Regulation  192 031  69 214 36.0%  195 531  117 333 60.0%

The Enterprise Organisation 3 175 296  569 096 17.9% 3 085 852 1 066 642 34.6%

Trade Investment South Africa  291 447  82 714 28.4%  351 476  171 029 48.7%

Communications & Marketing  82 234  11 618 14.1%  64 015  22 852 35.7%

TOTAL 6 150 108 1 608 294 26.2% 6 194 208 2 786 372 45.0%


Source: The DTI (2010) Presentation to the Portfolio Committee on Trade and Industry. Parliament: 9 November.

The Director-General highlighted some broad challenges that the DTI had been facing over the last six months that have hampered spending. These were primarily related to under spending of incentive schemes and included:

· The Automotive Investment Scheme (AIS): AIS was launched in July 2010 and the DTI expects that payments to successful applicants should occur during December 2010 and March 2011.

· Film Incentive Scheme: The global recession has negatively impacted on the overall number of production activities internationally and the hosting of the FIFA Soccer World Cup also contributed to the slow up take of the incentive.

· The recession has also had a negative impact on the Support Programme for Industrial Innovation (SPII), Richards Bay and Coega IDZs and the Business Processing and Outsourcing Programmes.

Other challenges included the annual inflation linked salary increases which were due in July 2010 but will only be effected in November 2010; the cost of living adjustment for the foreign mission accounts; the phasing out of the Small and Medium Enterprise Development Programme (SMEDP); the claims payment process of the Enterprise Investment Programme (EIP) and the disbursements to the Export Marketing and Investment Assistance (EMIA) National Pavilions during the last quarter of the financial year.

The DTI has noted that there has been an increased rate of spending since July 2010; despite the overall expenditure only being 45% at the end of October 2010 (see Table 3). According to the National Treasury’s Spending Trend Analysis at the end of the first quarter 2010, the DTI had indicated a projected under spending of 6.5%. However, the Minister has advised that assuming the new trend in spending continues and the adjusted funds are fully spent, the expected expenditure at the end of March 2011 should be about R6.19 billion or almost 100% of the adjusted appropriation.

6. Key issues raised by the Committee 

The following issues were highlighted during the Committee engagement with the Department’s Annual Report under review. 

· Financial Assistance to distressed companies: The Committee enquired whether the assistance provided to companies in distress as part of the “Framework for South Africa’s Response to the International Economic Crisis” was successful and how many firms had benefited. The DTI informed the Committee that the IDC, which is the responsible entity, had moved to the Economic Development Department (EDD) and therefore the DTI could not provide information on the success or shortcoming of the programme at the time. The IDC had set aside R6.2 billion to assist distressed companies in key targeted sectors. In response to a question whether “distressed companies” complied with the agreement to avoid retrenchments and re-skilling of workers in order to receive assistance, the Committee was informed that the training lay-off at BMW was successful but the programme had not prevented job losses. 
· Current Account Deficit: The Committee enquired whether the current account deficit can be alleviated by encouraging beneficiation through the processing of raw materials to more value-added products. The Minister is of the view that the current account deficit would remain if the consumption patterns continued to grow at a higher rate than the productive sectors. Growth in the value-added sectors should be encouraged as the existing growth path is not producing the necessary jobs. The New Growth Path attempts to address this anomaly as the growth path covers a more substantive range of issues. 
· Exchange rate: The strong currency remains a major concern for the manufacturing sector. The Committee enquired what interventions are being considered by Government to address this. The Minister informed the Committee that the DTI is not responsible for macroeconomic management of the economy but conveyed the impact of the exchange rate of the manufacturing sector to the necessary authorities. The currency is currently overvalued due to the inflow of short-term investment or “hot money”. The Minister of Finance has outlined steps in the Medium term Budget Policy Statement to address this phenomena.  
· Incentives: The Committee enquired which incentives provided had not been fully taken up by enterprises in the manufacturing sector. The Minister is of the view that while there is a role for on-budget incentives, funding as a source for industrial development should not be via incentives. In this regard, the radical restructuring of development finance institutions to be the source of financing industrial development should be considered. The recession also contributed to the reduced number of companies taking up incentives. 
· IPAP2 vis a vis the New Growth Path: The Committee enquired how IPAP2 has been incorporated into the New Growth recently announced by the Government. The New Growth Path would cover issues and sectors beyond what the current IPAP2 is targeting. The New Growth Path should increase economic growth by changing the content of growth with the productive sectors playing an instrumental role in ensuring the establishment of value-added productive capacity. 
· Co-ordination with EDD: As a result of the realignment of Cabinet portfolios and the establishment of the EDD, the Committee enquired whether the establishment of the EDD has contributed to improved co-ordination within the economic cluster and if duplication has been eliminated.  The Minister is of the view that coordination among departments within the economic cluster is important in achieving government objectives. To date DTI and EDD have played an important coordinating role within the economic cluster, which led to improve facilitation of government objectives in this regard. DTI has held monthly meetings on the implementation of IPAP2 which are attended by departments. 
· Bilateralism vs multilateralism: The Committee informed the Minister that during their engagement with a delegation of the European Parliament a view was expressed that South Africa is following the bilateral route rather than the multilateral route.  The Minister informed the Committee that due to the impasse at the Doha Development Round negotiations many countries are opting for the bilateral route in the absence of a multilateral agreement. Currently, the developed world wants to establish closer relationships with emerging economies and Africa.
· Biofuels: In response to the enquiry from the Committee about Parliament’s concerns with regard to using maize in the development of bio-fuels versus food security, the Minister informed the Committee that Cabinet is discussing biofuels as a source of energy but that no decision was taken yet. It is generally accepted that non-food crops would be used for the development of biofuels.  
7. Concluding Remarks  

Overarching constraints to achieve a competitive and job creating economy have proven to be a continuing challenge of ensuring alignment of human capacity, production and price. The Department’s Achille’s heel has proven to be poor planning and sequencing in certain units, entities and divisions. Other constraints in achieving the objectives of IPAP2 are the need for a more focused sectoral IPAP2, the strength of the currency and its impact on local manufacturers, and the lack of alignment within and between departments in fast tracking strategic projects and initiatives, the development of the necessary skills on a scale demanded by IPAP2 to contribute to the new growth path. Proper planning and sequencing of the roll-out of the expected requirements is imperative.
There is no doubt however that DTI has prioritized manufacturing including agro industries, and has succeeded in raising the local content in the automotive assembly and component industries, the beneficiation of raw materials, overcoming narrow interpretation of broad based black economic empowerment, and recognizing the importance of capacity development within strategic skills and adequate resourcing of legislation requirements during implementation. 

At this stage, the Committee has taken a decision not to request additional funding until the IPAP2 impact report is tabled and the impact of the new strategic trade policy has been evaluated.

Other conclusions:
7.1 Food security must be the pre-condition for the development and support of the Bio-fuels industry in South Africa. The Committee is of the view that a strategy must be in place to manage the oversupply of agricultural products, such as maize, so that food security in Africa is also considered before this is used as a source for bio-fuels production. A Cabinet decision must be made to determine the appropriate use of surplus maize.

7.2 Support for SMMEs and Co-operatives by Development Finance Institutions would be critical if the department is to successfully broaden participation of historically disadvantaged groups and rural areas in the economy.

7.3 The Committee acknowledged the importance of standards. The South African Bureau of Standards (SABS), the South African National Accreditation System (SANAS), the National Metrology Institute of South Africa (NMISA), and the National Regulator for Compulsory Specifications (NRCS) are critical to achieving the objectives of industrialization, strategic trade, and ensuring consumer safety. In this regard we need to retain scarce skills and develop such skills to ensure sustainability.

7.4 The Committee recognized DTI’s initiatives with the University of Witwatersrand and others, in developing programmes that would contribute and address the shortage of the necessary skills needed for the successful implementation of industrial policy. The Committee encourages the support for internship and apprenticeships, through the adequate resourcing of vocational training at institutions of higher learning. 

7.5 The draft Co-operatives Amendment Bill seeks to establish structures to address the shortcomings of the Cooperatives Act, 2004. This Bill is expected to be tabled next year, and should be expedited while ensuring the availability of the necessary financial and other resources for successful implementation. 
7.6 The Committee is of the view that South Africa’s strategic Trade Missions such as the WTO, and in countries of the South, should be adequately resourced in terms of the appropriate expertise, human capacity and the necessary financial resources. These are critical to ensure that South Africa’s trade agenda is advanced in fora such as the WTO and other international economic structures.
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9. Recommendations 
Informed by its deliberations, the Committee recommends that the House request that:

9.1 The DTI must table quarterly in-year monitoring reports on its financial and non-financial performance in relation to its targeted performance.

9.2 The DTI must in its next Annual Report review its performance targets to be specific measurable and time bound.  

9.3 The DTI must provide the Committee with a schedule of updates on the implementation and impact of the IPAP2 and table these updates in line with this schedule. 

9.4 In terms of the assistance provided to SMMEs and cooperatives by the DTI, the Department must ensure that holistic business plans are drafted and implemented so as to prevent the provision of piece-meal and unsustainable assistance. 
9.5 The Interdepartmental Task Team established to ensure the viability of and cost competiveness of the local steel industry must conclude its work. The DTI must table a report to the Committee on its findings. The Committee further recommends that the iron ore and other commodities be beneficiated including the creation of small steel mills. 
Report to be considered.
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